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During this period of sluggisheconomic growth, state gov-ernments have been forced
to consider whether they will be
able to maintain valuable govern-
ment services in both the near and
distant future. Short-run concerns
are shared nationwide, as lower tax
collections create holes in state bud-
gets. In the longer run, states such
as Iowa face the dilemma of an aging
and declining workforce, leading
eventually to inadequate support for
their economies.
Iowa Governor Tom Vilsack has
been at the forefront of policy pre-
scriptions for economic develop-
ment. At the beginning of his first
term, his Strategic Planning Council
released the “Iowa 2010 Plan.” The
Council recommended that Iowa
adopt a program to recruit 310,000
foreign workers by 2010. The rec-
ommendation was based on the be-
lief that Iowa’s economic future
with a shrinking labor force would
be grim, and the logical solution is
to bring new workers and families
into Iowa to maintain its current
economic base of agriculture,
manufacturing, and services.
Now, at the beginning of the
governor’s second term, the policy
prescription has changed to empha-
size education, value-added agricul-
ture, and biological sciences. In his
recent condition-of-the-state ad-
dress, Governor Vilsack set a goal of
doubling the proportion of Iowa’s
workforce with college experience
and adding 100 new life science
companies. As he puts it, “Iowans
who learn more earn more.”
Which of these two policy pre-
scriptions is best for Iowa? Should
the traditional economic base that
needs low-cost, high-quality labor be
supported? Or should our tradi-
tional emphasis on “brawn” be re-
placed with an emphasis on “brains”
by growing and recruiting compa-
nies that need highly educated work-
ers, venture capital, and access to
high technology?
THE CHANGING COLOR OF IOWA’S
WORKFORCE
The 2000 census contained some
good news for Iowa: the state’s
population increased by 5.4 percent
in the 1990s. This increase reverses
the 4.7 percent loss that occurred in
the 1980s. But a closer look at the
census numbers reveals some age
and race trends that point to impor-
tant changes for Iowa’s future.
The first trend is that the gap
between the number of older Iowans
and the number of younger Iowans
continues to grow. In 1980, for every
100 Iowans over the age of 44 there
were 100 under the age of 20. In
2000, the number under age 20 had
fallen to 76. This ratio also has fallen
in the rest of the United States, but
Iowa’s ratio has fallen 20 percent
more than the U.S. ratio. This is an-
other way of saying that Iowa’s
population is turning gray faster
than the country’s as a whole.
Iowa’s workforce is also turning
less white and Anglo. The ratio of
young to old would have fallen by
even more had it not been for the
rapid increase in the number of non-
white Iowans and the number of
Iowans of Hispanic origin in the last
decade. Iowa’s non-white population
increased by 89 percent, to 178,000
individuals in the 1990s. Its Hispanic
population increased by 159 percent,
to 82,000. These new Iowans are
much younger than the population
as a whole.
In 2000, non-white Iowans num-
bered 280 under the age of 19 for
each 100 over the age of 44. The ra-
tio of younger to older Hispanics
was 3.46. The importance of immi-
grants in stemming population de-
cline is illustrated by U.S. census
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data that shows that in 54 of Iowa’s
counties, immigration was either
positive in counties that lost popula-
tion or immigration accounted for
more than 75 percent of population
growth in the county.
DO WE NEED POPULATION
GROWTH?
Thirty years ago, few would have en-
dorsed a policy of population growth.
The prevailing wisdom at that time
was that the world was running out of
resources because population was
growing much too quickly. But today,
many of the world’s rich countries
(including Japan and most European
Union countries) face daunting prob-
lems caused by a shrinking labor
force and, eventually, a shrinking
population.
A balance between young and
old in a population is thought to of-
fer many benefits. From a fiscal point
of view, countries with pay-as-you-go
retirement systems (such as the so-
cial security and Medicare programs
in the United States) depend on a
large number of new taxpaying work-
ers to keep retirement systems sol-
vent. For states, a large number of
school-age children can strain educa-
tion and social services budgets in
the short run. But, in the longer run,
these children become taxpayers,
helping to ensure adequate re-
sources to support the functions of
state government.
From the perspective of a state’s
industry, a balance between young
and old means an adequate supply of
new workers will be entering the la-
bor force to replace retiring workers.
Clearly, a shrinking labor force
threatens existing industries that
rely on plentiful labor.
Iowa’s traditional economic base
is agriculture, food processing, and
other manufacturing. In 1998, pro-
duction agriculture, manufacturing,
mining, and construction accounted
for about 35 percent of Iowa’s value
of goods and services. Broadly de-
fined, agriculture and related indus-
tries accounted for about 25 percent.
A significant proportion of the labor
employed by industries in this tradi-
tional economic base is, relatively
speaking, low wage. Services, fi-
nance, insurance, government, com-
munications, and transportation
account for a growing share of
Iowa’s value of production, and
these industries are somewhat less
labor intensive.
What would happen to Iowa’s
economy if the labor force were al-
lowed to shrink? The answer de-
pends on the educational and skill
levels of the labor force. If the labor
force that remains is highly educated
and skilled, and the labor shortage
shows up predominantly in a short-
age of low-skill and low-wage work-
ers, then the sectors that would
become relatively less competitive in
Iowa—and the ones that would most
likely relocate—are those that de-
pend on low-skilled, low-wage labor.
Meatpacking, livestock production
facilities, some manufacturing, and
some service industries would de-
cline in relative importance in Iowa.
The insurance, higher-wage service,
manufacturing, finance, and commu-
nications industries would fare rela-
tively well. On the other hand, if
current trends continue, with less
than 30 percent of Iowa’s labor force
having some college education, then
Iowa will continue to be a state spe-
cializing in lower-wage jobs.
Governor Vilsack’s first-term
proposal to bring in a large number
of immigrants is consistent with the
goal of meeting the future labor
needs of Iowa’s current industries. A
large influx of low-cost, relatively un-
educated workers would support
Iowa’s traditional economic base.
His second-term proposal for eco-
nomic development focuses on
transforming Iowa’s workforce into a
more educated, higher-wage labor
pool, employed by a high-tech, bio-
based economy.
WHICH PATH SHOULD IOWA TAKE?
Iowa, like any state or country, has
limited resources to invest in eco-
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nomic development. Should Iowa
invest in programs that would grow
its population through immigration,
or should it invest in programs that
would encourage advanced educa-
tion and the recruitment of high-
technology companies?
Before we consider this ques-
tion, it is important to note states,
and countries too for that matter,
have a limited ability to affect the
robustness of their economies. The
links between government policy
and economic growth are poorly un-
derstood and cause and effect are
highly variable. Often the best gov-
ernment policy is the one that does
the least, in the sense of not giving
subsidies to favored industries and
levying taxes on those that have
fallen out of favor.
But we do know something
about Iowa’s demographics and
comparative advantages. We know
that Iowa’s population is aging.
Older people demand different
goods and services than do younger
people. So, we can expect to see in-
creased demands for health ser-
vices, hospitality, assisted living,
and leisure activities. All of these
activities require large amounts of
labor. An expanded labor force
would allow Iowa companies to
meet these increased demands.
Iowa will continue to have a
comparative advantage in produc-
tion agriculture. The growing, pro-
cessing, and transportation of
grains and livestock and the provi-
sion of supplies to these basic in-
dustries will continue to be
important to Iowa for the foresee-
able future. Again, increasing the
supply of workers to support these
industries would keep Iowa’s com-
parative advantage in this tradi-
tional, and still important, sector.
Iowa currently does not have a
comparative advantage in high-tech,
bio-based industries that require a
highly educated labor force. Recent
history has taught us that high-tech
companies prefer to locate in places
where there are other high-tech com-
panies. Bio-based research and de-
velopment is being conducted by
companies across the United States
and the world, but there are high
concentrations of companies in
southern California, the San Fran-
cisco Bay area, Boston, Baltimore–
Washington, D.C., and the North
Carolina Research Triangle area. In-
ternationally, Israel and Saskatoon,
Canada, are regarded in the top
circles of plant and life science re-
search. A relatively minor player, St.
Louis, currently has more than
23,000 people employed in plant and
life sciences by 1,200 companies.
So Iowa starts with a distinct
disadvantage: new companies are
much more likely to want to locate
close to the existing hubs of life sci-
ence commercial activity rather
than in Iowa. And venture capital is
more available to companies that
are located in existing hubs. It
would help if Iowa could attract a
small number of established and
influential life science companies to
locate here to complement the skills
that Iowa’s existing seed companies
can offer.
But Iowa does have some poten-
tial advantages. It has two major re-
search universities: Iowa State
University has agricultural life sci-
ence expertise, while the University
of Iowa has bio-medical expertise.
Iowa farmers are world leaders in
the ability to raise livestock and
grow crops, which can be an impor-
tant consideration for companies
that need to use crops or livestock in
their production processes and who
want to be close to their production
facilities.
While any prediction of the fu-
ture is tenuous, there is little doubt
that the world will continue to de-
mand the types of products that
Iowa has excelled at producing: food
and a variety of manufactured goods,
such as windows, appliances, and
farm machinery. The state would be
wise to continue to adopt policies
that support these traditional sec-
tors and other sectors, such as in-
surance and finance, that currently
are important to the state’s
economy. Such support could in-
clude programs that reduce techni-
cal and social barriers to
immigration.
But we know with as much cer-
tainty that the world is moving toward
an economy based on knowledge, in-
formation, and biotechnology. Thus,
the wage gap between highly edu-
cated, highly skilled workers and
those with less education and skills
will continue to grow. Thus, policies
that encourage Iowans to pursue
higher education are sound as well.
Whether Iowa can attract and
generate enough companies to em-
ploy these college-trained Iowans is
a bigger question. The state un-
doubtedly faces large obstacles to
attracting the amount of venture
capital and the kind of workforce
needed to successfully compete with
those regions that have a significant
headstart.
A prudent strategy might be to roll
the dice on the risky investment of life
sciences by building on Iowa’s current
strengths in the area, while simulta-
neously taking out an economic insur-
ance policy by making sure that Iowa’s
existing industries are supported.
And, whichever direction economic
development policy takes, enhancing
educational opportunities is always a
winning strategy. 
What would happen to
Iowa’s economy if the labor
force were allowed to
shrink? The answer depends
on the educational and skill
levels of the labor force.
